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Report of Independent Auditors on Financial Statements
Audited in Accordance with Government Auditing Standards
and Supplementary Schedule of Expenditures of Federal Awards

The Honorable William Donald Schaefer
Comptroller of Maryland

We have audited the basic financial statements, not included herein, of the State of Maryland
(the State) as of and for the year ended June 30, 2004. These basic financial statements are the
responsibility of the State of Maryland’s management. Our responsibility is to express opinions
on these basic financial statements based on our audit.

We did not audit the financial statements of (1) Economic Development — Loan Programs;
(2) Maryland State Lottery Agency; (3) Maryland Transportation Authority; (4) Economic
Development — Insurance Programs; (5) State Use Industries; (6) certain foundations included in
the higher education component unit; (7) Maryland Environmental Service; (8) Maryland
Industrial Development Financing Authority; (9) Maryland Food Center Authority;
(10) Maryland Local Government Investment Pool; (11) State Retirement and Pension System of
Maryland; (12) Maryland Transit Administration Pension Plan; and (13) Deferred Compensation
Plan, which represent the percentages of the assets, net assets and revenues or additions of the
opinion units listed below.

Percentage of Opinion Unit

Total Net Total
Assets/Fund  Revenues or
Total Assets Balance Additions
Business-Type Activities:
Economic Development — Loan Programs 52.81% 38.46% 8.59%
Maryland State Lottery Agency 3.97 .28 53.67
Maryland Transportation Authority 31.69 38.94 12.54
Economic Development — Insurance Programs .06 211 21
State Use Industries 22 61 1.37
88.75% 80.40% 76.38%
Major Funds:
Economic Development — Loan Programs 100.00% 100.00% 100.00%
Maryland State Lottery Agency 100.00% 100.00% 100.00%
Maryland Transportation Authority 100.00% 100.00% 100.00%
Aggregate Discretely Presented Component Units:
Higher Education 11.17% 17.50% 5.40%
Maryland Environmental Service 1.21 19 1.93

0410-0585075-BAL 1






statement presentation. We believe that our audit and the reports of other auditors provide a
reasonable basis for our opinions.

As described in Note 1, the State has implemented GASB Statement No. 39, Determining
Whether Certain Organizations are Component Units, an amendment of GASB Statement No. 14;
GASB Statement No. 44, Economic Condition Reporting: The Statistical Section and Technical
Bulletin 2004-1 Tobacco Settlement Recognition and Financial Reporting Entity Issues; and
restated certain capital asset balances as of July 1, 2003.

In our opinion, based on our audit and the reports of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the State, as
of June 30, 2004, and the respective changes in financial position and cash flows, where
applicable, thereof, for the year then ended in conformity with accounting principles generally
accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report dated

December 3, 2004, on our consideration of the State’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
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Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of the Financial
Statements in Accordance with Government Auditing Standards

The Honorable William Donald Schaefer
Comptroller of Maryland

We have audited the basic financial statements of the State of Maryland (the State) as of and for
the year ended June 30, 2004, and have issued our report thereon dated December 3, 2004. We
conducted our audit in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Our report on the basic
financial statements included disclosures regarding our references to the reports of other
auditors. The financial statements of the Ec
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reportable conditions that are also considered to be material weaknesses. We consider the
reportable condition described above in Finding 2004-2 to be a material weakness.

We noted other matters involving the internal control over financial reporting, which we have
reported to the management of the State of Maryland, the University System of Maryland,
Baltimore City Community College, St. Mary’s College of Maryland, Morgan State University,
and Maryland Department of Transportation in separate letters dated January 13, 2005,
November 5, 2004, November 12, 2004, December 1, 2004, December 3, 2004, and October 21,
2004, respectively.

Compliance

As part of obtaining reasonable assurance about whether the State’s basic financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that
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This report is intended solely for the information and use of State management, the
U.S. Department of Health and Human Services (the cognizant agency), federal awarding
agencies, and pass-through entities and is not intended to be and should not be used by anyone
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Zelenkofske Axelrod LLC

Report on Compliance and on Internal Control Over
Compliance in Accordance with OMB Circular A-133

The Honorable William Donald Schaefer
Controller of Maryland

Compliance
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Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the
_responsibility of the State’s management. Our responsibility is to express an opinion on the
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The management of the State is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants

applicable to federal programs. In planning and performing our audit, we considered the State’s
internal control over compliance with requirements that could have a direct and material effect
on the major federal programs that we have audited in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on the
internal control over compliance in accordance with OMB Circular A-133.

We noted certain matters involving the internal control over compliance and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over
compliance that, in our judgment, could adversely affect the State’s ability to administer a major
federal program in accordance with applicable requirements of laws, regulations, contracts, and
grants. Reportable conditions are described in the accompanying schedule of findings and
questioned costs as findings 2004-29 through 2004-43.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
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findings 2004-29, 2004-30, 2004-31, 2004-32, 2004-33, 2004-3/, 2004-39Y and 2004-42 to be
material weaknesses.

This report is intended solely for the information and use of State management, the U.S.
m
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Abrams, Foster, Nole & Williams, P.A.

Certified Public Accountants

2 Hamill Road, The Quadrangle Suite 272B
Baltimore, Maryland 21210
(410) 433-6830 / Fax (410) 433-6871

Member: American Institute of Certified Public Accountants
and Maryland Association of Certified Public Accountants

Report on Compliance and on Internal Control Over
Compliance in Accordance with OMB Circular A-133

The Honorable William Donald Schaefer
Comptroller of Maryland

Compliance

We have audited the compliance of the State of Maryland (the State) with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to certain of its major federal
programs for the year ended June 30, 2004. The State’s major federal programs that we have
audited are identified in the Summary of Auditors’ Results section of the accompanying
Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the State’s management. Our responsibility is to express an opinion on the
State’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the State’s compliance
with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination on the State’s compliance with those requirements.

In our opinion, the State complied, in all material respects, with the requirements referred to
above that are applicable to its major federal programs that we have audited for the year ended
June 30, 2004. However, the results of our auditing procedures disclosed an instance of
noncompliance with those requirements, which is required to be reported in accordance with
OMB Circular A-133 and which is described in the accompanying schedule of findings and
questioned costs as Item 2004-44.
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State of Maryland

Schedule of Expenditures of Federal Awards

Year ended June 30, 2004

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
02 Agency for International Development (AID)
Contract/Other 02-P0O532-0-00-03-
00084-00 $ - $ $ 67,901 $ 67,901
Pass-Through University Research Corporation
International 02.Unknown - 479,928 479,928
Total Pass-Through Contract/Other - 547,829 547,829
Agency for International Development 02.RD 530,048 - 530,048
Pass-Through Supreme Council of Universities,

Foreign Relations 02.RD 1,163 - 1,163
Pass-Through United Negro College Fund 02.TELP-UMES - (92) (92)
Pass-Through University Research Corporation

International 02.Unknown 3,440,509 — 3,440,509

Total Pass-Through Agency for International
Development 3,441,672 (92) 3,441,580
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
10 Department of Agriculture (DOA) (continued)
Food Stamp Cluster:
Food Stamps 10.551 $ - 8 - $ 283760582 $ 283,760,582
State Administrative Matching Grants for Food Stamp
Program 10.561 - - 35,516,877 35,516,877
Total Food Stamp Cluster - - 319,277,459 319,277,459
Child Nutrition Cluster:
School Breakfast Program 10.553 - - 21,873,644 21,873,644
National School Lunch Program (NSLP) 10.555 - - 82,694,006 82,694,006
Special Milk Program for Children 10.556 - - 475,994 475,994
Summer Food Service Program for Children 10.559 - - 4,068,928 4,068,928
Total Child Nutrition Cluster — — 109,112,572 109,112,572
Special Supplemental Nutrition Program for Women,

Infants, and Children (WIC) 10.557 - - 59,530,059 59,530,059
Child and Adult Care Food Program 10.558 - - 32,399,661 32,399,661
State Administrative Expenses for Child Nutrition 10.560 - - 1,914,915 1,914,915
Nutrition Education and Training Program 10.564 - - 94,281 94,281

Emergency Food Assistance Cluster:
Emergency Food Assistance Program (Administrative
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
12 Department of Defense (DOD)
Naval Air Warfare Center AD (Pax) 12.Unknown $ 8,766 $ - $ - $ 8,766
Contract / Other 12.Unknown - - 60,795 60,795
Contract / Other 12.DCA 100-00D-4008 - - 1,734,310 1,734,310
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student

Research and Financial

Federal Department Development Assistance
Program Title CFDA Number Cluster Cluster
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Federal Department
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Research and
Federal Department Development
Program Title CFDA Number
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Federal Department
Program Title

CFDA Number

Research and
Development
Cluster

Student
Financial
Assistance
Cluster

Other
Expenditures

Total
Expenditures

Department of Transportation (DOT)
Contract / Other

Contract / Other

Contract / Other

Airport Improvement Program

Airway Science

Highway Planning and Construction Cluster:
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20.FAA UMDO0005
20.FAA UMDO001
20.106
20.107
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584,272
52,484
71,416

8,799,013
30,677

$
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
National Aeronautics and Space Administration (NASA)
(continued)

Pass-Through Southwest Research Institute 43.RD $ 97,964 - 97,964
Pass-Through Southwest Science Inc. 43.RD 13,171 - 13,171
Pass-Through Space Telescope Science Institute 43.RD 85,459 - 85,459
Pass-Through University of Arizona at Tucson 43.RD 19,708 - 19,708
Pass-Through University of California, Los Angeles 43.RD 41,211 - 41,211

Pass-Through University of California at Berkley —
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other
Program Title CFDA Number Cluster Cluster Expenditures
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Research and
Federal Department Development
Program Title CFDA Number
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Energy (DOE) (continued)
Other Department of Energy — Research and
Development 81.RD $ 7251147 $ - - $ 7,251,147
Pass-Through Argonne National Lab 81.RD 10,001 - - 10,001
Pass-Through Fermilab 81.RD (116,942) - - (116,942)
Pass-Through Lawrence Livermore National
Laboratory 81.RD 45,926 - - 45,926
Total Pass-Through Other Department of Energy —
Research and Development (61,015) — — (61,015)
Total Other Department of Energy — Research and
Development 7,190,132 - - 7,190,132
Total DOE 10,716,694 - 3,967,105 14,683,799
Federal Emergency Management Agency (FEMA)
Contract / Other 83.EMW2003-GR-0308 - - 31,494 31,494
National Fire Academy Educational Program 83.010 - - 18,959 18,959
Community Assistance Program: State Support Services
Element (CAP-SSSE) 83.105 - - 2,179 2,179
Emergency Management — State and Local Assistance 83.534 - - 45,394 45,394
First Responder Counter-Terrorism Training Assistance 83.547 - - 74,145 74,145
FY'03 State Dam Safety Program 83.550 - - 8,932 8,932
FEMA - Research and Development 83.RD 1,828 - - 1,828
Total FEMA 1,828 - 181,103 182,931
Department of Education (DED)
DED Contract / Other: Pass-Through Lower Shore Private
Council 84.52-1309382 - - 67,247 67,247
Adult Education: State Grant Program 84.002 - - 9,119,340 9,119,340
Title | Grants to Local Educational Agencies 84.010 - - 140,550,283 140,550,283
Migrant Education: State Grant Program 84.011 - - 608,324 608,324
Title | Program for Neglected and Delinquent Children 84.013 - - 2,117,437 2,117,437
Undergraduate International Studies and foreign
Language Programs 84.016 - - 27,285 27,285
Special Education Cluster:
Special Education Grants to States 84.027 - - 152,186,437 152,186,437
Special Education Grants to States: Pass-Through
Virginia Department of Education 84.027 - - 17,280 17,280
Special Education: Preschool Grants 84.173 - - 5,479,604 5,479,604
Total Special Education Cluster — - 157,683,321 157,683,321
Federal Supplemental Educational Opportunity Grants 84.007 - 17,955,942 - 17,955,942
Federal Family Educational Loans 84.032 - 220,226,117 - 220,226,117
Federal Work-Study Program 84.033 - 4,009,089 - 4,009,089
Loan Cancellations 84.037 - - 26,836 26,836
Federal Perkins Loan Program: Federal Capital
Contributions 84.038 - 74,868,429 - 74,868,429
Federal Pell Grant Program 84.063 - 59,498,184 - 59,498,184
Federal Direct Student Loans 84.268 - 209,827,326 - 209,827,326
TRIO Cluster:
TRIO: Student Support Services 84.042 - - 1,706,293 1,706,293
TRIO: Talent Search 84.044 - - 665,141 665,141
TRIO: Upward Bound 84.047 - - 3,823,357 3,823,357
TRIO: Educational Opportunity Centers 84.066 - - 265,918 265,918
TRIO: McNair Post — Baccalaureate Achievement 84.217 — - 608,356 608,356
Total TRIO Cluster — — 7,069,065 7,069,065
0410-0585075-BAL 27






State of Maryland

Schedule of Expenditures of Federal Awards (continued)
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
National Archives and Records Administration
National Historical Publications & Records Grant 89.003 $ - 81,434 81,434
National Archives and Records Administration —

Research and Development 89.RD 152,753 - 152,753

Total National Archives and Records Administration 152,753 81,434 234,187
National Council on Disability
Adult Elevated Blood Lead Levels & Sur. Prog 92.283 — 18,469 18,469
Total National Council on Disability - 18,469 18,469
Department of Health & Human Services (HHS)
Contract / Other 93.Unknown - 500,933 500,933
Contract / Other 93.213-00-0005 - 16,164 16,164
Total Contract / Other - 517,097 517,097
Public Health and Social Services Emergency Fund 93.003 - 9,902,071 9,902,071
Cooperative Agreements to Improve the Health Status of

Minority Populations 93.004 96,873 - 96,873
Special Programs for the Aging: Title VI, Chapter 3:

Programs for Prevention of Elder Abuse, Neglect, and

Exploitation 93.041 - 91,919 91,919
Special Programs for the Aging: Title VII, Chapter 2:

Long Term Care Ombudsman Services for Older

Individuals 93.042 - 353,268 353,268
Special Programs for the Aging: Title 111, Part D: Disease

Prevention and Health Promotion Services 93.043 - 367,151 367,151
Aging Cluster:

Special Programs for the Aging: Title 11, Part B:
Grants for Supportive Services and Senior Centers 93.044 - 6,301,398 6,301,398
Special Programs for the Aging: Title 111, Part C:
Nutrition Services 93.045 - 8,463,467 8,463,467
Nutrition Services Incentive Program 93.053 - 1,924,584 1,924,584
Total Aging Cluster — 16,689,449 16,689,449
Special Programs for the Aging: Title IV and Title I
Discretionary Projects 93.048 - 408,997 408,997
Pass-Through Comprehensive Housing Assistance,
Inc. 93.048 - 31,136 31,136
Total Special Programs for the Aging: Title IV and
Title I11: Discretionary Projects - 440,133 440,133
National Family Caregiver Support Program 93.052 - 2,345,902 2,345,902
Food and Drug Administration: Research 93.103 - 265,116 265,116
Minority International Research Training Grant in the
Biomedical and Behavioral Sciences: Pass-Through
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
93 Department of Health & Human Services (HHS)
(continued)
Special Minority Initiatives 93.960 $ - $ - $ 109,092 $ 109,092
Preventive Health Services: Sexually Transmitted
Diseases Control Grants 93.977 - - 1,611,183 1,611,183
Cooperative Agreements for State-Based Diabetes

Control Programs and Evaluation of Surveillance
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Health & Human Services (HHS)

(continued)

Administration for Children and Families 93.RD $ 510,676 - - 510,676
Pass-Through Center for Adoption Support and

Education Inc. 93.RD 54,133 - — 54,133

Total Administration for Children and Families 564,809 - - 564,809
Centers for Medicare and Medicaid Services: Pass-

Through Delmarva Foundation for Medical Care 93.RD 156,206 - - 156,206
Office of the Secretary 93.RD 110,854 - - 110,854
Substance Abuse and Mental Health Services

Administration 93.RD 29,397 — — 29,397
Total HHS 188,794,921 13,647,001 3,437,579,606 3,640,021,528
Corporation for National and Community Service

(CNCS)

State Commissions 94.003 - - 254,605 254,605
Learn and Serve America: School and Community Based
Programs 94.004 - - 187,679 187,679
Learn and Serve America: Higher Education 94.005 - - 93,485 93,485
Pass-Through University of North Carolina, Chapel
Hill 94.005 - - 9,000 9,000
Total Pass-Through Learn and Serve America:

Higher Education - - 102,485 102,485
AmeriCorps 94.006 - - 4,307,372 4,307,372
Planning and Program Development Grants 94.007 - - 62,893 62,893
Training and Technical Assistance 94.009 - - 38,754 38,754
Foster Grandparent Program 94,011 - - 633,769 633,769
Volunteers in Service to America (VISTA) 94.013 - - 20,562 20,562
Corporation for National and Community Service 94.RD 83,042 - - 83,042
Total CNCS 83,042 - 5,608,119 5,691,161
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Homeland Security (continued)
Emergency Management Performance Grants (EMPG) 97.042 $ - $ - $ 2,855,081 $ 2,855,081
Assistance to Firefighters Grant (Fire Grants) 97.044 - - 17,709 17,709
Pre-Disaster Mitigation (PDM) 97.047 - - 61,302 61,302
Federal Assistance to Individuals and Households Other
Needs 97.050 - - 8,108,606 8,108,606
State and Local All Hazards Emergency Operations
Planning 97.051 - - 1,012,436 1,012,436
Emergency Operations Centers 97.052 - - 451 451
Citizen Corps 97.053 - - 69,615 69,615
Community Emergency Response Teams (CERT Program) 97.054 - - 7,352 7,352
Department of Homeland Security 97.213-00-005 - - 977,513 977,513
Total Homeland Security - - 59,145,303 59,145,303

Total federal expenditures
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2004

1. Single Audit Reporting Entity

The State includes expenditures in its Schedule of Expenditures of Federal Awards for all federal
programs administered by the same funds, agencies, boards and commissions, including
component units, included in the State’s reporting entity used for its basic financial statements
including the component unit higher education funds—the University System of Maryland, the
Baltimore City Community College, Morgan State University, and St. Mary’s College of
Maryland except for the Maryland Water Quality Financing Administration of the Maryland
Department of the Environment. A separate single audit is conducted for this entity which is part
of an enterprise fund of the State of Maryland.

2. Basis of Accounting

Except as otherwise noted, the Schedule of Expenditures of Federal Awards has been presented
on the accrual basis of accounting. Expenditures are recorded, accordingly, when incurred rather
than when paid. Expenditures for CFDA No. 20.205, Highway Planning and Construction
Program, are presented on the basis that expenditures are reported to the U.S. Department of
Transportation. Accordingly, certain expenditures are recorded when paid and certain other
expenditures are recorded when incurred.

The noncash expenditures of $14,615,000 reported under CFDA No. 10.550, Food Donation,
represent the value of food commodity distributions calculated using the U.S. Department of
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Notes to the Schedule of Expenditure



State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

5. Other Audit Findings

Other audit reports exist which have also identified findings and questioned costs affecting the
State’s various federal programs during the year ended June 30, 2004. Because those issues have
been previously reported to the affected federal agencies and based on guidance received from
the State’s cognizant agency, the issues identified in other audit reports have not been repeated in
the single audit findings and questioned costs for the year ended June 30, 2004.

The State believes that none of the matters questioned will have a significant impact on the
Schedule of Expenditures of Federal Awards.

6. Unemployment Insurance

In accordance with the Department of Labor, Office of Inspector General instructions, the State
recorded State Regular Unemployment Compensation (UC) benefits under CFDA No. 17.225 on
the Schedule of Expenditures of Federal Awards. The individual state and federal portions are as
follows:

State Regular UC benefits $ 517,739,129
Federal UC benefits 83,870,265
Federal UC administrative costs 64,096,428
Total benefits $ 665,705,822

7. Federal Mortgage Programs

The State operates several programs which purchase federally guaranteed loans, primarily
mortgages, from the originators. As the State has no responsibility for determining eligibility or
compliance, these guarantees are not considered federal financial assistance for purposes of the
single audit.
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

8. Loan Programs (continued)

Morgan State University
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State of Maryland
Schedule of Findings and Questioned Costs

Year ended June 30, 2004

Section | — Summary of Auditors’ Results

Financial Statement Section

Type of auditors’ report issued: Unqualified

Internal control over financial reporting:

- Material weakness(es) identified? X Yes No

- Reportable conditions(s) identified that are not
considered to be material weaknesses? X Yes No
Noncompliance material to financial statements noted? Yes X No

Federal Awards Section

Internal control over major programs:

- Material weakness(es) identified? X Yes No
« Reportable conditions(s) identified that are not
considered to be material weaknesses? X Yes No

Type of auditors’ report issued on compliance for major
programs: Qualified

Any audit findings disclosed that are required to be reported in
accordance with Circular A-133 (Section _.510(a))? X Yes No

Identification of Major Programs:

Name of Federal Federal
CFDA Numbers Program or Cluster Expenditures

Major programs were determined by Ernst & Young LLP
Major programs audited by Ernst & Young LLP:

20.205 and 23.003 Highway Planning and Construction Cluster $ 502,693,465
21.000 Joint Tax Rebate Relief Act 90,054,065
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Identification of Major Programs (continued):

Name of Federal Federal
CFDA Numbers Program or Cluster Expenditures

Major programs audited by Ernst & Young LLP (continued):

84.007, 84.032, 84.033,
84.038, 84.063,
84.268, 93.925,

93.342, and 93.364 Student Financial Aid Cluster $ 600,032,088
93.775, 93.777 and

93.778 Medicaid Cluster 2,461,009,777
Various Research and Development Cluster 429,346,676

Major programs audited by Zelenkofske Axelrod LLC:

10.553, 10.555, 10.556
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Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings
Finding 2004-1

Comptroller of Maryland — General Accounting Division
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-1 (continued)
Effect:

Due to the manual intensive financial statement preparation process, adequate supervisory
reviews may not always occur and as a result, internal controls can be improved over ensuring
the accuracy of data utilized in the financial statement preparation process.

Recommendation:

The GAD should analyze their current process for financial statement preparation. The GAD
should explore procedures that would assist in the reduction of the intensive manual process of
financial statement preparation. GAD should make appropriate inquiries to financial data
presented to them prior to recording State entries.

Auditee Response and Corrective Action Plan:

The State of Maryland has a sound framework to prepare accurate financial statements on a
timely basis. This is inferred by the timely submission of the CAFR to the Government Finance
Officers Association and the State’s receipt of the Certificate of Excellence in Financial
Reporting for 24 consecutive years. The Constitution of Maryland provides that the Comptroller
and Governor are separately elected officials, and while the Constitution gives the Comptroller
“general superintendence of the fiscal affairs of the State,” independent state agencies,
departments and their related financial personnel report to the Governor. Prior recommendations
to reorganize and consolidate all agency fiscal functions under the Comptroller have been
rejected as unacceptable.

R*STARS was adopted as an agency-based system to satisfy both the required legal level of
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-1 (continued)

The General Accounting Division will review the manual journal entries to make sure they are
still applicable. In many instances, we do accrual and reclass entries, and we ask the fiscal
officers or the responsible accounting personnel of the agencies to provide the information.
Although we may ask questions of the fiscal officers concerning the information provided, we do
not believe it is an appropriate use of our time and resources for the General Accounting
Division’s personnel to validate the information provided.

Since the State is not on a full accrual basis of accounting for budgetary purposes, there are
entries (adjustments) which must be made to the State’s budgetary accounting records contained
in our centralized, statewide accounting system (R*STARS). In addition, the majority of the
manual journal entries are simply reclassifications of budgetary information for compliance with
GAAP requirements. This is not indicative of a lack of internal controls. The State firmly
believes that there are strict controls over the recording of federal funds in R*STARS, even
though the statewide accounting is at the appropriation rather than the individual grant level. In
addition, the State strongly contends that the State’s controls are more than sufficient to provide
reasonable assurance that the State is reporting its financial activity without material
misstatement.

While we appreciate the auditors’ comments, we find the stated effect vague and lacking in
specificity resulting in a questionable recommendation.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2

University System of Maryland
Financial Reporting and Analysis

Lack of Integrated Financial Management Systems

The System and the various institutions each utilize an accounting system, including various
subsidiary ledgers and applications that provide transactional and account balance information,
to manage their day-to-day financial operations. The information from the accounting system
serves as the basis for the current process of preparing financial statements. In general, the
accounting system has been implemented to satisfy budgetary accountability requirements
established by the State of Maryland, as well as provide real-time information necessary to
satisfy the principal operational objectives: education, public service, and research.

The accounting system, as currently implemented, does not readily provide the information
required to prepare financial statements in accordance with Generally Accepted Accounting
Principles (GAAP). A largely manual, and highly distributed, process is required to convert the
information recorded in the institutions’ accounting systems from the budgetary basis to that
required to present financial statements on an accrual basis of accounting. In addition to the
effort required to convert the information recorded in the accounting systems to an accrual basis
of accounting, information associated with the System’s debt financing program, the investment
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)
« Generate the financial statements off of the accounting system.

» Perform the financial statement close process on a monthly or quarterly basis rather than
once a year.

University System of Maryland Response

The System has embarked on a process that will accomplish many of the objectives underlying
the recommendations of the auditors. This plan, which was formulated in response to similar
concerns raised during the FY 03 financial statement audit process, consists of two primary
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

The Board of Regents Audit Committee recently has expressed a strong interest in preparing
interim financial statements. The System is currently planning the preparation of interim,
accrual-based financial statements for the six months ended December 31, 2005. These initial
interim financial statements may not include adjustments for the changes in certain balance sheet
items such as accrued annual leave, which changes in minor increments from year to year, or the
liability for accrued workers’ compensation, which results from an actuarial valuation of a state-
sponsored fund, but will be accrual-based in all other respects that are cost-effective for internal-
use financial statements.

Analysis and Reporting

Although the System continues to enhance processes of reconciliation and analysis, we found
that certain reconciliation processes were not adequately performed to ensure that differences
were properly identified, researched, and resolved in a timely manner and that account balances
were complete and accurate.

The following provides examples we noted that need enhanced periodic reconciliation and
analysis procedures:

University of Maryland University College (UMUC):

« During our testing of deferred revenue, we noted that UMUC’s calculation for FY 03 and
FY 04 was incorrect due to human error. In reviewing the calculation of summer deferred
revenue, we noted that the institution did not change the cell formulas from the prior
year; therefore, the calculation was incorrect. An audit adjustment of approximately
$2.6 million to correctly state deferred revenue was proposed and made. The impact on
FY 03 was approximately $3 million.

- It is part of UMUC’s procedures to reconcile third-party accounts receivable on a
monthly basis. We noted that as of October 13, 2004, the June 2004 third-party accounts
receivable reconciliation had not been prepared. It had only been prepared through
April 2004.

0410-0585075-BAL 50



State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)
University of Maryland Baltimore (UMB):

- Spreadsheets are used to keep track of the capital assets and calculate depreciation
expense. During the audit, it was found that one of the cells that contains the year needed
to be incremented each year and was not, resulting in the miscalculation of depreciation
expense. In addition, infrastructure had never been depreciated; it was capitalized but not
depreciated. The adjustment to correct the July 1, 2002 fixed asset figure was
$14,446,069. An adjustment was made to fixed assets and the net asset category, invested
in capital assets, as of July 1, 2002.

« During the audit, it was noted that approxi
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

The System and its institutions need to perform more effective periodic reviews and analyses of
their general ledger accounts and financial statements.

We encourage the System and the institutions to make sure that closing procedures are
performed accurately and reconciliations of accounts and balances are being done, differences
are being accounted for in a timely manner, reconciliations are actually being done to provide
value to management and not just as part of the GAAP conversion process, and there is evidence
of reviewer and preparer sign-offs.

University of Maryland University College Response

The UMUC Office of Finance has recently been reorganized under the leadership of a new
management team. Strong support of upper management has allowed for the additional hiring of
many key positions and the establishment of new teams tasked with responsibilities involving
reconciliation and PeopleSoft support. The overall skill level has increased considerably as the
new team members include five CPAs along with other highly skilled accounting professionals.
The new management team will be assigning specifi
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

The Office of Finance’s new management team is undertaking a thorough review of all accounts
in the general ledger with an eye towards improving the reconciliation processes. All critical
areas identified will be assigned to accountants within the Office of Finance who will be charged
with the responsibility to reconcile these accounts on a monthly basis. Management review and
sign off will be required.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

During our testing of UMUC’s intercampus contracts accounts receivable, we
noted that 4 out of 10 sample items indicated that a cash receipt had been
received; however, the accounts receivable balance was still remaining. The cash
receipts were received in 2002 and 2003.

During our testing of UMUC’s third-party accounts receivable, we noted that for 1
out of 18 sample items, the balance per the detail was $1,506; however, the
amount according to the general ledger was $5,705, a difference of $4,199.

- Payroll—During our testing of payroll, we noted the following issue:

During our payroll test of controls at UMUC, we noted that for 1 out of 25 sample
items, an employee was paid twice.

University of Maryland University College Response

UMUC requests more detail on the three findings regarding reconciliation of areas within
accounts receivable. These areas will be subject to the above-mentioned comprehensive review
of accounts. Additional detail will assist us in responding and addressing the concerns raised.

The Payroll process for payment of contractual employees will be reviewed by UMUC. This is

an area that management is aware has risk of error. In the coming months, the responsibility for
the accuracy of these payments will be moved from
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

- Accrued Vacation—During our testing of accrued vacation, we noted that some
institutions keep track of their employees’ vacation in different ways. For example, at
UMB, we noted the following issue:

We obtained the detail of accrued vacation by employee showing accrued leave
balances as of June 30, 2004. We were unable to pick a sample of employees in
order to validate their leave balance as of
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2004-2 (continued)

- Evaluate processes to identify opportunities to eliminate rework and improve processing
times as well as the quality of the information.

- Establish key cutoff dates for determining when final reports can be issued.

University System of Maryland Response

The System is currently planning discussions with each institution to review the FY 04 financial
statement preparation process and begin planning for the FY 05 financial statement preparation
process. The minimum standard of documentation for financial statement elements, particularly
the balance sheet items, will be a focus of the annual System-wide planning meeting, usually
held in early June.

With respect to setting realistic internal deadlines, the System is constrained by the need of the
State to incorporate the System’s financial statements into its financial statements, eliminating
any flexibility with respect to the date that the financial statements must be completed. Moving
the date forward for when institutions are required to submit institutional financial information to
the System Office often forces compromises in documentation and accuracy in the current
financial statement preparation environment. The most plausible improvement will come once
institutions have all begun to record all types of financial activity and balances as they occur,
rather than waiting until year-end. The effort associated with recording activity such as debt-
financed transactions or endowment fund activity is currently underway.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs
Finding 2004-3 (Reissued)

State Treasurer’s Office

CFDA No. 10.555 — National School Lunch Program (NSLP)

CFDA No. 10.558 — Child and Adult Care Food Program

CFDA No. 10.561 — State Administrative Matching Grants for Food Stamp Program
CFDA No. 17.225 — Unemployment Insurance

CFDA No. 20.500 — Federal Transit: Capital Investment Grants

CFDA No. 20.507 — Federal Transit: Formula Grants

CFDA No. 84.010 — Title I Grants to Local Education Agencies

CFDA No. 84.027 — Special Education: Grants to States

CFDA No. 84.126 — Rehabilitation Services: Vocational Rehabilitation Grants to States
CFDA No. 93.558 — Temporary Assistance to Needy Families

CFDA No. 93.563 — Child Support Enforcement

CFDA No. 93.568 — Low-Income Home Energy Assistance (LIHEAP)

CFDA No. 93.658 — Foster Care: Title IV-E

CFDA No. 93.767 — State Children’s Insurance Program (MCHIP)

CFDA No. 93.778 — Medical Assistance Program (Medicaid)

CFDA No. 93.959 — Block Grants for Prevention and Treatment of Substance Abuse

The State Treasurer’s Office did not maintain documentation supporting two check
clearance patterns referenced in the Cash Management Improvement Act Agreement
between the State Treasurer of Maryland and the Secretary of the Treasury — United
States Department of Treasury (CMIA Agreement).

Condition:

The State Treasurer of Maryland has entered into the CMIA Agreement with the
U.S. Department of the Treasury in order to comply with the provisions of the Cash Management
Improvement Act of 1990 (CMIA). The Agreement took effect on July 1, 2002 and remains in
effect until June 30, 2007.

The State Treasurer of Maryland, per Section 7.2 of the CMIA Agreement, is responsible for
developing the State’s clearance patterns for vendor payments and payroll. 31 CFR 205.20 and
Sections 7.0 through 7.10 of the CMIA Agreement govern the methodology and standards used
to develop these clearance patterns.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-3 (Reissued) (continued)

The components that were used to develop the average clearance-vendor pattern include transit
time, Comptroller of Maryland’s General Accounting Division (GAD) processing time and
check clearance time. The component that was used to develop the average clearance-payroll
pattern was the check clearance time. The Fiscal Year 2003 Single Audit Report Finding 2003-3
addressed the issue that the documentation provided by the State Treasurer of Maryland did not
support the development of any of the time components used in the development of the average
clearance vendor and average clearance payroll check clearance patterns as noted in the CMIA
Agreement. The State Treasurer’s Office did not perform any follow up on this 2003-3 finding.

Criteria:
31 CFR 205.20 states in part:

“States use clearance patterns to project when funds are paid out, given a known dollar amount
and a known date of disbursement. A State must ensure that clearance patterns meet the
following standards:

(a) A clearance pattern must be auditable.”
Cause:

Due to staff turnover, the State Treasurer’s Office was unable to supply proper documentation
supporting the basis for development of the check clearance time components for the average
clearance-vendor and average clearance-payroll patterns in the CMIA Agreement.

Effect:

The State is not in compliance with the federal regulations relative to maintaining auditable
evidence supporting the check clearance patterns denoted in the CMIA Agreement and noted in
the finding. We cannot determine if the State Treasurer of Maryland complied with the
appropriate standards for development of these check clearance patterns per the federal
regulations and the terms of the CMIA Agreement.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-3 (Reissued) (continued)
Recommendation:

We recommend that the State Treasurer’s Office maintain the documentation supporting the time
components that are used in the development of the average clearance-vendor and average
clearance-payroll patterns in the CMIA Agreement.

Auditee Response and Corrective Action Plan:

On March 4, 2004, the Office of the State Treasurer completed development and recertification
related to Average Clearance Vendor and Average Clearance Payroll check clearance patterns.
We have replaced Average Clearance Vendor (9 Day Pattern) and Average Clearance Payroll
(1 Day Pattern) with Dollar Weighted Clearance Day Vendor (8 Day Pattern) and Dollar
Weighted Clearance Day Payroll (1 Day Pattern) accordingly. We developed the patterns in
accordance with a method approved by Financial Management Service (FMS), U.S. Department
of the Treasury, including auditable calculations and maintenance of all supporting
documentation.

The Office will work with the appropriate State agencies to start using the new check clearance
patterns with transactions beginning on March 28, 2005.

The State executed a multi-year Treasury-State Agreement in October 2004 that runs through
June 30, 2009. Amendments to the Treasury-State Agreement resulting from the recertification
procedures will be made on a timely basis.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-4

Student Financial Aid Cluster
CFDA No. 84.268 — Federal Direct Student Loans

Monthly reconciliations of the Direct Loan Student Account Statement to Morgan State
University’s financial records are not performed.

Condition:

Each institution must report all loan disbursements to the Direct Loan Servicing Center via the
Common Origination and Disbursement (COD) system within 30 days of disbursement. Every
month the institution receives from COD a Student Account Statement (SAS) data file that
consists of a Cash Summary, Cash Detail, and Loan Detail records. The institution is required to
reconcile these files to the institution’s financial records. We noted that there is no audit evidence
that Morgan State University (MSU) is performing monthly reconciliations of the Direct Loan
Student Account Statement data files to its financial records. In addition, MSU personnel are not
maintaining the monthly reconciliations of the SAS files. This condition was reported in MSU’s
single audit report for the fiscal year ended June 30, 2001, Finding 2001-3.

Criteria:

34 CFR 685.102 (b) states, “the school performs the following functions: creates a loan
origination record, transmits the record to the Servicer, prepares the promissory note, obtains a
completed and signed promissory note from the borrower, transmits the promissory note to the
Servicer, receives the funds electronically, disburses a loan to a borrower, creates a disbursement
record, transmits the disbursement record to the Servicer, and reconciles on a monthly basis.”

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provides reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its federal programs.”

Cause:

MSU does not maintain the monthly reconciliati
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-4 (continued)
Effect:

Without evidence that this reconciliation is being performed on a monthly basis, MSU cannot
determine on a timely basis whether the amount of direct loans awarded by MSU balances with
the direct loans accepted or rejected by COD.

Recommendation:

We recommend that MSU perform the monthly reconciliations of the SAS files and maintain the
documentation to verify that the reconciliation was performed.

Auditee Response and Corrective Action Plan:

The University does prepare reconciliation reports that are cumulative in nature. Unfortunately,
the procedures did not require the department to retain the copy of the preceding reconciliation
report. Effective March 2005, the University will establish and maintain a file of all monthly
reconciliation reports to better document the reconciliation process.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-5

Student Financial Aid Cluster
CFDA No. 84.268 — Federal Direct Student Loans

Morgan State University lacks effective internal controls over notifying the National
Student Loan Data System of changes in student’s status in a timely and accurate manner.

Condition:

We reviewed the student status change for 25 students and noted that Morgan State University
(MSU) did not process the change for 24 of the 25 tested in a timely and accurate manner. In
addition, we noted that the effective date of the student change in MSU’s Student Information
System (SIS) did not agree with the effective date in the National Student Loan Data System
(NSLDS) for 8 of the 25 students tested. Timely reporting of student status changes impacts the
timeliness of establishing a repayment plan for the loan. This condition was reported in MSU’s
single audit report for the fiscal year ended June 30, 2001, finding number 2001-4.

Criteria:

34 CFR 685.309 2(b) states, “Student status confirmation reports. A school shall — (1) Upon
receipt of a student status confirmation report from the Secretary, complete and return the report
to the Secretary within 30 days of receipt; and (2) Unless it expects to submit its next student
status confirmation report to the Secretary within the next 60 days, notify the Secretary within
30 days if it discovers that a Direct Loan has been made to or on behalf of a student who —
(i) Enrolled at a school but has ceased to be enro
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-5 (continued)
Effect:

The student change is not reported in a timely or accurate manner. Additionally, the direct loan
repayment process cannot be established when a student withdraws or drops out during the
period.

Recommendation:

We recommend that MSU establish internal control procedures to review the student status
confirmation reports and report corrections to NSLDS in a timely and accurate manner. In
addition, we recommend that MSU establish procedures to review the error report to ensure that
all corrections are made and the student status confirmation report file is sent back to NSLDS in
a timely manner.

Auditee Response and Corrective Action Plan:

The University has implemented procedures that provide for a timelier review of the
confirmation reports as well as timelier correction of noted errors. We expect that the
implementation of the new student information system during fiscal year 2006 will further
enhance the University’s ability to report similar information to internal and external parties in a
timely and accurate manner.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-6

Financial Aid Cluster
CFDA No. 84.063 — Student — Federal Pell Grant Program

Pell Payment Data (Originations and Disbursements) are not being submitted in the
required 30-day timeframe after a Pell payment has been made by Morgan State
University.

Condition:

Institutions are required to submit Pell Payment Data through the Common Origination and
Disbursement (COD) system to the U.S. Department of Education (DOE) within 30 calendar
days after the institutions make a payment or are aware of a need to change a previously reported
student payment. The Origination record can be sent in advance of the disbursement if the
institution believes the student will be eligible for payment. The disbursement record reports the
actual disbursement amount and date. Once DOE receives and processes the origination and
disbursement records, DOE sends an acknowledgment to the institution indicating the record was
accepted, accepted with corrections, or rejected.

We noted that in 7 of the 24 students reviewed Morgan State University (MSU) did not submit
the Pell Payment Data Reports in the required 30-day timeframe after a Pell payment had been
disbursed. We also noted that in 6 of those 7 student cases, the Pell data was submitted 50 to 70
days after the disbursement was made. This is not considered timely submission of these reports.
This condition was reported in MSU’s single audit report for the fiscal year ended June 30, 2001,
finding number 2001-5.

Criteria:

34 CFR section 690.83 requires the following: “Institutions must report student payment data
within 30 calendar days after the school makes a payment; or becomes aware of the need to
make an adjustment to previously reported student payment data or expected student payment
data.”

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provide reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its programs.”
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-6 (continued)
Cause:

MSU lacked adequate internal controls to ensure Pell Payment Data reports were submitted to
DOE in a timely manner.

Effect:
MSU was not submitting the Pell Payment Data Reports in the required timeframe.
Recommendation:

We recommend that MSU establish internal controls to ensure that the required Pell Payment
Data Reports in the required timeframe in order to be in compliance with the regulations.

Auditee Response and Corrective Action Plan:

The University agrees to improve the timeliness of the Pell Payment Data Report submissions. In
this regard, the University is in the process of implementing a new student information system
that will significantly enhance the University’s ability to report information in a timely and
accurate manner.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)

Finding 2004-7

Student Financial Aid Cluster

CFDA No. 84.007 — Federal Supplemental Educational Opportunity Grants
CFDA No. 84.033 — Federal Work Study Program

CFDA No. 84.063 — Federal Pell Grant Program

CFDA No. 84.268 — Federal Direct Student Loans

Internal controls over the cash management process at Morgan State University are weak.

Condition:

We noted that Morgan State University’s (MSU) Associate Director for Student Financial Aid
calculates the draw down amount, prepares the request, and forwards it to the restricted fund
accounting office for processing. There is no management review of the drawdown calculation
for accuracy or approval of these requests prior to requesting reimbursement from the
U.S. Department of Education (DOE).

In addition, we reviewed 9 draw down requests totaling $29 million and noted that MSU is not
drawing down federal funds in accordance with the provisions of 31 CFR section 205 Subpart B.
The CFR requires that entities minimize the time between the disbursement and reimbursement
of federal funds. The following table shows that reimbursement of financial aid funds was
requested about 2-3 months after the funds were disbursed to the students.

Date Federal

Amount Draw Down Draw Down Funds Were
SFA Program Expended Expenditure Date Amount Request Date  Deposited
Direct $ 9,655,906 08/26/03-10/30/03  $ 8,655,498 10/30/03 10/30/03
FWS 84,820 07/01/03-10/30/03 82,161 11/06/03 11/07/03
SEOG 399,339 08/26/03-10/30/03 398,369 11/06/03 11/07/03
Pell 3,341,690 08/26/03-10/30/03 3,057,093 11/06/03 11/07/03
Direct 1,849,713 11/06/03-12/10/03 1,671,458 12/12/03 12/15/03
SEOG 77,915 11/06/03-12/10/03 70,996 12/12/03 12/15/03
Pell 598,077 11/06/03-12/10/03 538,269 12/12/03 12/15/03
FWS 155,341 11/01/03-02/16/04 44,921 02/17/04 02/18/04
Direct 9,238,014 12/18/03-03/04/04 8,323,280 03/10/04 03/11/04
SEOG 591,352 12/18/03-03/04/04 538,417 03/10/04 03/11/04
Pell 3,641,547 12/18/03-03/04/04 3,275,502 03/10/04 03/11/04
Direct 2,894,376 03/11/04-04/22/04 2,260,782 04/23/04 04/26/04
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-8

Student Financial Aid Cluster
CFDA No. 84.033 — Federal Work Study

Morgan State University did not effectively perform reconciliations for payroll
expenditures incurred for the Federal Work Study program.

Condition:

The Student Financial Office did not reconcile the payroll expenditures incurred for the Federal
Work Study program that were recorded in the Financial Record System (FRS), and in the
Student Information System (SIS). The FRS is Morgan State University’s (MSU) accounting
records and the SIS is the student financial aid system used to account for expenditures and
revenues.

We noted that payroll expenditures recorded in FRS totaled $481,325 compared with payroll
expenditures recorded in SIS of $592,355, a difference of 111,030 or 23%. The differences noted
in each case were not adequately investigated so that appropriate adjustments could be made to
MSU’s financial records.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provide reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts and grant
agreements that could have a material effect on each of its Federal programs.”

Cause:

MSU did not adequately reconcile the payroll expenditures recorded in FRS to those recorded in
the SIS for the Federal Work Study program.

Effect:

The lack of adequate internal controls over the reconciliation of Federal Work Study
expenditures reported to the U.S. Department of Education to the institution’s accounting records
resulted in questioned costs of $111,030.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-9

Student Financial Aid Cluster
CFDA No. 84.063 — Federal Pell Grant Program
CFDA No. 84.268 — Federal Direct Student Loans

Title 1V refunds were not returned by Morgan State University to the U.S. Department of
Education in accordance with federal regulations.

Condition:

We reviewed the refund calculation for 25 students and could not obtain audit evidence to verify
that the funds were returned within the 30 day timeframe for 3 of those students. We also noted
for 1 student that we were unable to trace the total refund amount of $2,627 to the Financial
Record System (FRS) to ensure the calculated refund was properly returned to the
U.S. Department of Education (DOE). In addition, we noted that there is no supervisory review
of the Title IV calculated refund amount or on the return of those unearned funds to DOE.

Criteria:

34 CFR 668.22 (j) states, “Timeframe for the return to Title IV funds. (1) An institution must
return the amount of Title IV funds for which it is responsible under paragraph (g) of this section
as soon as possible but no later than 30 days after the date of the institution’s determination that
the student withdrew as defined in paragraph (1) (3) of this section.”

OMB Circular A-133 subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal Programs that provide reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provision of contracts or grant
agreements that could have a material effect on each of its federal programs.”

Cause:

Morgan State University’s (MSU) internal control procedures over the return of Title IV funds
are not adequate to comply with federal guidelines.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-9 (continued)
Effect:

Without proper documentation and effective internal controls, there is no assurance that the DOE
is receiving Title IV refunds once the students withdraw from the institution. Additionally, the
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Section 111 — Federal Award Findings and Questioned Costs (continued)

Finding 2004-10
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-10 (continued)

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over federal programs that provide reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the provision of contracts or grant
agreements that could have a material effect on each of its federal programs.”

Cause:

University of Maryland, University College—UMUC does not reconcile the cash receipts
portion of the SAS file because the file is not sent to the accounting office that maintains the
FAS.

Towson University—TU personnel explained that they did not have the time to reconcile the
SAS files due to the implementation of the PeopleSoft system.

Effect:

University of Maryland, University College—UMUC does not have adequate internal controls
to ensure that cash receipts recorded in FAS are properly being applied and recorded in SAS.

Towson University—TU cannot determine on a timely basis whether the amount of direct loans
awarded by TU balances with the direct loans accepted or rejected by COD.

Recommendation:

University of Maryland, University College—We recommend that UMUC establish internal
controls and procedures to ensure that the monthly reconciliations of the SAS files include the
cash receipts portion. Additionally, UMUC should maintain the documentation used to perform
the monthly reconciliations.

Towson University—We recommend that TU perform the monthly reconciliations of the SAS
files as required by federal regulation.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-10 (continued)
Auditee Response and Corrective Action Plan:

University of Maryland, University College—In relation to Code of Federal Regulations
Title 34 Part 685.102(b), the University feels that we are in compliance with the reconciliation
requirements. The Financial Aid Office performs a cumulative monthly reconciliation of all
Direct Loan disbursements utilizing the SAS file.

However, the University concurs with the recommendation that monthly reconciliations of the
cash receipts portion of the SAS file be performed. The Financial Aid Office will work with the
Office of Finance to finalize procedures that will allow for the sharing of the SAS file and related
reconciliation to our financial records.

Towson University—The timely adherence to the reconciliation issue was directly associated
with the PeopleSoft implementation process, as well as the Department of Education’s migration
to the COD Common Record in XML format for the 2003-2004 award year. These issues
resulted in a need to prioritize procedures in the financial aid delivery process. Problems related
to reporting Direct Loan originations, changes and disbursements were corrected on August 23,
2004 and beyond. The monthly reconciliation process of the SAS files has been implemented for
the 2004-2005 award year.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-11

Student Financial Aid Cluster
CFDA No. 84.032 — Federal Family Education Loans —University of Maryland, Baltimore

The University of Maryland, Baltimore lacked effective internal controls over notifying the
National Student Loan Data System of changes in student’s status in a timely and accurate
manner.

Condition:
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-11 (continued)
Effect:

The student change is not reported in a timely or accurate manner. Additionally, the repayment
process cannot be established when a student withdraws or drops out during the period.

Recommendation:

We recommend that the UMB establish internal control procedures to review the student status
confirmation reports and report corrections to the NSLDS in a timely and accurate manner.

Auditee Response and Corrective Action Plan:

The University disagrees with the finding because the University does not report directly to
NSLDS. The University submits to the Department of Education notification of a change in a
student’s enrollment status every 60 days. However, there is a time lag from the time the
Department of Education receives the information and when it is downloaded to the NSLDS
database. The University does not manually update the NSLDS database because the information
would be overridden by the automated report updates. To prevent possible conflicting data, the
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-12 (continued)
Auditee Response and Corrective Action Plan:

The University concurs with the recommendation that the University complies with the Code of
Federal Regulations and accurately computes the ICC match amount for the Federal Perkins
Loan program. The additional $5,000 match for fiscal year 2004 has been matched in the current
fiscal year. The new Office of Finance employee now charged with posting the matching funds is
aware of the 33% match requirement and has been properly trained.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-13

Student Financial Aid Cluster
CFDA No. 84.268 — Federal Direct Student Loans — University of Maryland, University College
CFDA No. 84.033 — Federal Work Study — University of Maryland, Baltimore

Internal controls over the cash management process at the University of Maryland,
University College and University of Maryland, Baltimore, can be enhanced.

Condition:

University of Maryland, University College—The drawdown of student financial aid funds is
prepared and processed by the Financial Services Office. Personnel responsible for drawing
down federal funds review the amount posted in the Financial Accounting System (FAS) by
program (e.g., Federal Work Study, Supplemental Opportunity Education Grant) and enter that
amount in the U.S. Department of Education’s (DOE) Grant Administration and Payment
System. We reviewed 10 drawdown requests totaling $53.7 million and noted that there is no
management review of the drawdown calculation for accuracy or approval of these requests prior
to requesting reimbursement from DOE.

University of Maryland, Baltimore—We noted that UMB incurred FWS expenditures during
fiscal year 2004 and had not requested reimbur
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-14

Student Financial Aid Cluster

CFDA No. 84.038 — Federal Perkins Loans (FPL) — Federal Capital Contributions —
University of Maryland, University College and University of
Maryland, College Park

The amounts shown on the Fiscal Operations Report and Application to Participate were
not supported by the University of Maryland, University College and University of
Maryland, College Park’s financial records.

Condition:

The Fiscal Operations Report and Application to Participate (FISAP) is submitted to the
U.S. Department of Education (DOE) by October 1, 2004 for the fiscal year ended June 30,
2004. The Fiscal Operations Report portion of the report is used to report the institution’s student
financial aid expenditures in the previous award year and the Application to Participate portion is
used to apply for funds for the next award year.

University of Maryland, University College—During our testing of Part 111 — Federal Perkins
Loan Program, Section A — Fiscal Report (cumulative) as of June 30, 2004, we noted that cash
on-hand and in depository as of June 30, 2004 totaled $167,372 was unsupported. This amount
was neither supported by the University of Maryland, University College’s (UMUC) records nor
was the amount reconciled to UMUC’s cash reported with the State of Maryland Treasurer’s
Office. UMUC was unable to provide support for the cash-on-hand amount resulting in
questioned costs of $167,372.

University of Maryland, College Park—UMCP does not reconcile the Perkins amounts
recorded between the FRS and the SAM system. UMCP takes the amount from SAM for each
type of student and divides it by the total amount recorded in SAM to obtain the percent for each
type of student. This percent is then multiplied by the difference between the amount in FRS and
SAM which amounted to $105,097 during fiscal year 2004 resulting in questioned costs of
$105,097. The prorated amount is then reported on the FISAP report that is submitted to DOE.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-14 (continued)
Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over federal programs that provide reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the provisions of contracts and grant
agreements that could have a material effect on each of its federal programs.”

Cause:

University of Maryland, University College—UMUC did not attempt to reconcile nor did it
attempt to confirm the cash balance on hand at June 30, 2004 with the State of Maryland
Treasurer’s Office.

University of Maryland, College Park—UMCP did not reconcile the FRS and SAM system to
ensure the Perkins amounts reported in the FISAP report were properly supported.

Effect:

The amounts reported in the FISAP report are not supported by UMUC’s nor UMCP’s financial
records resulting in questioned costs of $272,469.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-14 (continued)
Auditee Response and Corrective Action Plan:

University of Maryland, University College—The University concurs with the finding that
cash in the FISAP Perkins loan records was not properly supported by the University’s financial
records. The University is working with the Department of Education to adjust the FISAP
records appropriately. The new management team has reviewed the FISAP submission process
and will review Perkins FISAP data annually, prior to submission, to verify that it reconciles to
financial records.

University of Maryland, College Park—The University disagrees with this finding. The
auditors seem to have confused the disbursement of late summer awards of $105,097 with a
perceived discrepancy between FISAP, SAM and FRS in “Perkins Loans Advanced to Students.”
The FISAP figure of $1,997,287 agrees precisely with the University Student Loan System
administered by the Office of the Bursar. That amount is reconciled to the balance of “[Perkins]
Funds Advanced to Students” in the FRS Accounting System. That reconciliation was made
available to the auditors during their field work.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-15

Student Financial Aid Cluster

CFDA No. 84.063 — Federal Pell Grant Program — University of Maryland, University
College, University of Maryland, College Park, and Towson
University

CFDA No. 84.268 — Federal Direct Student Loans — University of Maryland, University
College and Towson University

CFDA No. 84.032 - Federal Family Education Loans — University of Maryland, College
Park

Title 1V refunds were not returned by the University of Maryland, University College,
University of Maryland, College Park, and Towson University to the U.S. Department of
Education in accordance with federal regulations.

Condition:

University of Maryland, University College—We reviewed the refund calculation for 20
students and noted that the University of Maryland, University College (UMUC) did not return
unearned financial aid for five of those students in the amount of $11,425 in the aggregate within
the 30-day timeframe. In addition, we noted that the UMUC did not calculate a refund for one
student even though the student had withdrawn. The student withdrew on April 18, 2004 but the
UMUC did not calculate the refund of $4,101 until September 17, 2004 when it was brought to
their attention during the audit. Furthermore, we noted that there is no supervisory review of the
Title IV calculated refund amount or of the return of those unearned funds to the
U.S. Department of Education (DOE).

University of Maryland, College Park
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-15 (continued)
Criteria:

34 CFR 668.22(]) states, “Timeframe for the return to Title 1V funds: (1) An institution must
return the amount of Title IV funds for which it is responsible under paragraph (g) of this section
as soon as possible but no later than 30 days after the date of the institution’s determination that
the student withdrew as defined in paragraph (1)(3) of this section.”

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over federal programs that provide reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its federal programs.”

Cause:
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-15 (continued)
Recommendation:

University of Maryland, University College—We recommend that UMUC implement internal
control procedures to adequately ensure that Title IV refunds are properly calculated and
returned within the required 30-day timeframe.

We recommend that UMUC establish and document internal control procedures to review and
approve these types of transactions prior to submitting to DOE to ensure federal regulations are
being followed. The review and approval of these transactions should be documented.

University of Maryland, College Park—We recommend that UMCP implement internal
control procedures to adequately ensure that Title IV refunds are returned within the required 30-
day timeframe.

Towson University—We recommend that TU implement internal control procedures to
adequately ensure that Title 1V refunds are properly calculated and returned within the required
30-day timeframe.

Auditee Response and Corrective Action Plan:

University of Maryland, University College—The University concurs with the
recommendation that the University implement internal control procedures to ensure the proper
calculation and timely return of Title IV refunds. The Financial Aid Office has increased its
manager oversight of the Return of Title IV calculations by instituting a formal monthly audit of
the process to ensure that all calculations are performed within 30 days of the date of
determination that a student has withdrawn. This audit includes a review of the academic record
and the student account, which reflects the date of any adjustments. In addition, the
implementation of an integrated student administration computer system (PeopleSoft) at the
University for Fall 2005 will integrate the return of funds process within one system, while the
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-15 (continued)

University of Maryland, College Park—The University agrees that 10 Title 1V refunds in the
amount of $19,676 were returned several weeks beyond the 30-day time limit. Staffing changes
have been made to assure a more timely process.

Towson University—Reports of students who have withdrawn from all classes are now
delivered electronically from Enrollment Services to the Financial Aid Office three times per
week. This finding was directly related to PeopleSoft’s inability to accurately calculate the
number of days in a given academic term. At this time we are using a manual process to verify
the percentage of days attended in order to correctly calculate the total amount of funds that must
be returned to the Federal government. PeopleSoft plans to send a software correction
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-16

Student Financial Aid Cluster

CFDA No. 84.007 — Federal Supplemental Educational Opportunity Grants — University of
Maryland, Baltimore

CFDA No. 84.032 — Federal Family Education Loans —University of Maryland, Baltimore

CFDA No. 84.033 — Federal Work Study Program — University of Maryland, Baltimore

CFDA No. 84.038 — Federal Perkins Loans (FPL) — Federal Capital Contributions —
University of Maryland, Baltimore

CFDA No. 84.063 — Federal Pell Grant Program — University of Maryland, Baltimore

CFDA No. 93.342 — Health Professions Student Loans, Including Primary Care Loans/Loans
for Disadvantaged Students — University of Maryland, Baltimore

CFDA No. 93.364 — Nursing Student Loans — University of Maryland, Baltimore

Student Financial Aid funds were not disbursed in accordance with federal regulations by
the University of Maryland, Baltimore.

Condition:

Federal regulations state that an institution make a disbursement of Title IV Higher Education
Act (HEA) program funds on the date that the institution credits a student account at the
institution or pays a student or parent directly with funds received from the secretary, funds
received from a lender under the Federal Family Education Loan (FFEL) program, or intuitional
funds used in advance of receiving Title IV HEFA program funds.

We reviewed the disbursements for 25 students and noted that for 19 of those students, the
University of Maryland, Baltimore (UMB) disbursed campus-based financial aid funds before
the required 10-day timeframe.

Criteria:

34 CFR 668.164(f)(1) states, “If a student is enrolled in a credit hour education program that is
offered in semester, trimester, or quarter academic terms, the earliest an institution may disburse
Title IV HEA program funds to a student or parent for any payment period is 10 days before the
first day of classes for a payment period. There are two exceptions to this rule. First, institutions
may not disburse or deliver the first installment of FFEL or Direct Loans to first-year
undergraduates who are first-time borrowers until 30 days after the student’s first day of classes.
The second exception applies to a student who is enrolled in a clock hour education program or a
credit hour program that is not offered in standard academic term.”
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-16 (continued)
Cause:

UMB did not have adequate internal controls in place to ensure payments were issued in
accordance with federal regulations.

Effect:

UMB is not in compliance with federal regulations concerning the disbursement of Title IV HEA
program funds.

Recommendation:

We recommend that UMB adhere to federal regulations and disburse Title IV HEA program
funds in accordance with established timeframes.

Auditee Response and Corrective Action Plan:

The University agrees with the recommendation. The Financial Aid Office has reviewed the
current process. It was determined that because of the various program class start dates, it was
difficult to standardize the dates for application of payment of the campus based Title IV funds
to student accounts. However, to ensure that the University remains in compliance with federal
regulations, the Financial Aid Office has made changes to current processes so that a student’s
account will not be credited or funds disbursed more than ten days prior to the beginning of
classes. These changes have been made and implemented for award year 2005-2006.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-17

Student Financial Aid Cluster
CFDA No. 84.063 — Federal Pell Grant Programs — University of Maryland, College Park
and Towson University

Pell Payment Data (Originations and Disbursements) are not being submitted in the
required 30-day timeframe after a Pell payment has been made by the University of
Maryland, College Park and Towson University.

Condition:

Institutions are required to submit Pell Payments Data through the Common Origination and
Disbursement (COD) system to the U.S. Department of Education (DOE) within 30 calendar
days after the institutions make a payment or are aware of a need to change a previously reported
student payment. The origination record can be sent in advance of the disbursement if the
institution believes the student will be eligible for payment. The disbursement record reports the
actual disbursement amount and date. Once DOE receives and processes the origination and
disbursement records, DOE sends the acknowledgement to the institution indicating the record
was accepted, accepted with corrections, or rejected.

University of Maryland, College Park—We reviewed 25 students and noted that the
University of Maryland, College Park, (UMCP), reported the Pell disbursements for 17 of 25
students between 38 and 64 days after the disbursement was made. This is not considered timely
submission of this data.

Towson University—We reviewed the Pell Payment Data in the COD system with the data in
the PeopleSoft system. For the Fall 2003 semester, we reviewed 25 students and noted that
Towson University (TU) reported the Pell disbursement for all 25 students between 64 and 294
days after the disbursement was made. In addition, we noted that for the Spring 2004 semester,
TU reported one of the 25 students 172 days after the disbursement of Pell funds. This is not
considered timely submission of these reports.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-17 (continued)
Criteria:

34 CFR 690.83 states, “Institutions must report student payment data within 30 calendar days
after the school makes a payment, or becomes aware of the need to make an adjustment to
previously reported student payment data or expected student payment data.”

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over federal programs that provide reasonable assurance that the auditee is managing
federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its programs.”

Cause:

University of Maryland, College Park—UMCP lacked adequate internal controls to ensure
Pell Payment Data information was submitted to DOE in a timely manner.

Towson University—TU experienced major difficulties trying to transfer PeopleSoft
information to the COD system. The PeopleSoft system had been recently implemented and was
used by the Student Financial Aid Office.

Effect:

UMCP and TU are not in compliance with federal regulations concerning the timely submission
of Pell Payment Data.

Recommendation:

We recommend that UMCP and TU establish internal controls to ensure that the required Pell
Payment Data reports are submitted to DOE in the required timeframe.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-17 (continued)
Auditee Response and Corrective Action Plan:

University of Maryland, College Park—The University agrees with this finding. Software used
to implement the new COD processes contributed to the inconsistent reporting of Federal Pell
Grants to the Department of Education. The software that the University uses to administer
student financial aid did not properly generate the Pell Grant origination and disbursement
records. Our sy0050cD0056personnel worked gloseth our software vendor to make proper
adjustments to successfully implement the new COD process.

To ensure compliance, a rewrite of this program has recently been installed and as of Spring
2005, we have automated the job schedules so that the Pell origination and disbursement files are
automatically generated twice a month and transmitted to the Department of Education.

Towson University—The University concurs with this finding. Delays in submitting Pell
Payment Data was directly related to the conversion of the Student Financial Aid Sy0050 to
PeopleSoft. Problems related to reporting Pell origination, change and disbursement data were
corrected on August 30, 2004.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Section 111 — Federal Award Findings and Questioned Costs (continued)

Finding 2004-18

Research and Development Cluster

The University of Maryland College Park does not adequately monitor subrecipients.
Condition:

The University of Maryland College Park’s (UMCP) Office of Research Administration and
Advancement (ORAA) is responsible for monitoring subrecipients and obtaining A-133 audit
reports when entities are required to have audits. They use the Research Administration and
Advancement (RAA) system to track awards made to contractors. Initially, we obtained a list of
subrecipients from ORAA and reviewed the subawards. We noted that the list included for profit
entities as well as non-profit entities. We then obtained a list from accounts payable to show the
actual amount paid and compared the two lists and noted differences.

The RAA system data is not reliable to adequately monitor subrecipients. The system shows the
entities that need and the entities that do not need audits in accordance with OMB Circular
A-133. However, we noted some for profit entities that were flagged as needing an A-133 audit.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-18 (continued)
Criteria:

OMB Circular A-133 subpart D Section .400 (d)(4) states, “pass-through entities should ensure
that subrecipients expending $300,000 or more in federal awards during the subrecipient’s fiscal
year have met the audit requirements of this part for that fiscal year.”

OMB Circular A-133 subpart D Section .400 (d)(5) states, “pass-through entity should issue a
management decision on audit findings within six months after receipt of the subrecipient’s audit
report and ensure that the subrecipient takes appropriate and timely corrective action.”

Cause:

The UMCP does not have an adequate system in place to identify and monitor subrecipient
compliance with OMB Circular A-133 subpart D.

Effect:
Subrecipients are not being monitored in accordance with OMB Circular A-133 subpart D.
Recommendation:

We recommend that UMCP strengthen its internal control procedures to adequately identify and
monitor subrecipient compliance with the audit requirements of OMB Circular A-133 subpart D.

Auditee Response and Corrective Action Plan:

The University agrees with the finding. The Office of Research Administration and
Advancement has established the position of Co
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-19
Research and Development Cluster

Time and effort reports were not completed to substantiate payroll charges to federal
awards by the University of Maryland Baltimore.

Condition:

We reviewed 40 expenditures from research and development federal awards totaling $285,674
for the fiscal year ended June 30, 2004. From these 40, we reviewed 20 payroll transactions
totaling $55,026 and noted that the University of Maryland, Baltimore (UMB) did not complete
time and effort reports to substantiate payroll charges for 3 of the 20 transactions totaling
$16,804.

Criteria:

OMB Circular A-21(J)(8)(c)(2)(b) states, “These reports will reflect an after-the-fact reporting of
the percentage distribution of activity of employees. Charges may be made initially on the basis
of estimates made before the services are performed, provided that such charges are promptly
adjusted if significant differences are indicated by activity reports.”

OMB Circular A-21(J)(8)(c)(2)(c) states, “Reports will reasonably reflect the activities for which
employees are compensated by the institution. To confirm that the distribution of activity
represents a reasonable estimate of the work performed by the employee during the period, the
reports will be signed by the employee, principal investigator, or responsible official(s) using
suitable means of verification will sign the reports that the work was performed.”

OMB Circular A-21(J)(8)(d)(1) states, “Charges for work performed on sponsored agreements
by faculty members during the academic year will be based on the individual faculty member’s
regular compensation for the continuous period which, under the policy of the institution
concerned, constitutes the basis of his salary.”

Cause:

UMB did not require complete time and effort reports for payroll expenditures charged to federal
grants and contracts.
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-19 (continued)
Effect:

The payroll charges to this research and development contract during the fiscal year ended
June 30, 2004 are not supported by time and effort reports resulting in approximately $16,802 in
questioned salary and wage costs.

Recommendation:

We recommend that UMB complete time and effort reports for all faculty and staff to support
payroll charges to research and development grants during the fiscal year ended June 30, 2004
and for subsequent periods. We also recommend that UMB pursue settlement of the questioned
costs with the applicable federal
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-20
Research and Development Cluster

Internal controls at the University of Maryland Baltimore over the cash management
process are weak.

Condition:

The draw down of research and development funds is prepared and processed by the University
of Maryland Baltimore’s (UMB) Financial Services Office. We noted that one person is
responsible for preparing and processing the draw down request. We reviewed 15 draw down
requests totaling $45.1 million of which $1.6 million related to the grants under review. For 6 of
the 15 draw downs, we could not trace the draw down of federal funds to the amount of actual
expenditures incurred. In addition, we noted that management neither reviews the draw down
determination for accuracy nor approves the requests prior to requesting reimbursement from the
federal government.

Due to the lack of review and approval of draw downs, the UMB made a duplicate draw down of
$8.2 million on a National Institutes of Health (NIH) grant between April and May 2003.
However, the UMB failed to reconcile the draw downs made during the fiscal year and reported
the over drawn amount on the SF 272 financial report for the quarter ended September 30, 2003.
The funds were not returned to NIH until November 26, 2003, nearly four months after the over
drawn amount was made.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
control over Federal programs that provides reasonable
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-20 (continued)
Effect:

Internal controls for the cash management are not adequate to ensure draw downs are properly
supported and reviewed prior to submission.

Recommendation:

We recommend that UMB establish internal control procedures to ensure that cash draw downs
are supported with financial records and reviewed and approved prior to submission to the
federal agency. We recommend that UMB ensure that draw downs are reconciled in a timely
fashion.

Auditee’s Response and Corrective Action Plan:

The University agrees with the recommendation. We have enhanced our system of internal
controls by requiring two separate individuals to calculate the draw down amount based on our
expenses in the Financial Accounting System. The calculated amounts are compared and when
they are satisfied that the drawdown request is correct, it is presented to the Manager of
Restricted Fund Accounting for review and final approval.

As of July 2004, UMB increased the frequency of NIH draw downs to biweekly.
Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-21

Department of Health and Mental Hygiene (DHMH)

Medicaid Cluster

CFDA No. 93.777 — State Survey and Certification of Health Care Providers and Suppliers
CFDA No. 93.778 — Medical Assistance Program

Internal control weakness over the Federal cash draw down process.
Condition:

Each week, the Office of Planning and Finance prepares a cash draw down memorandum and
sends it to General Accounting requesting them to draw down federal funds based on the
amounts in the memorandum. We reviewed 10 cash draw down memorandum requests and noted
that 4 memorandum requests totaling $74,175,596 had no audit evidence of review and approval
by management prior to submission to the Center for Medicare and Medicaid’s Payment
Management System (CMS) for reimbursement.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provides reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its Federal programs.”

Cause:

Management’s internal control procedures over cash reimbursement of medical assistance
expenditures did not require formal documentation of reviews for a portion of the fiscal year.

Effect:

There is no assurance that all cash draw downs of federal funds are reviewed and approved prior
to submission to the CMS.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-22

Department of Health and Mental Hygiene (DHMH)
CFDA No. 93.778 — Medical Assistance Program

The Department of Health and Mental Hygiene used a check clearance pattern to make
draw downs that was not agreed to in the Cash Management Improvement Act Agreement
between the State Treasurer of Maryland and the Secretary of the Treasury — United
States Department of Treasury.

Condition:

To comply with the provisions of the Cash Management Improvement Act (CMIA) of 1990, the
State Treasurer of Maryland entered into a CMIA agreement with the U.S. Department of
Treasury. The agreement took effect July 1, 2002 and remains in effect through June 30, 2007.

We noted that DHMH certified within the CMIA Agreement that Federal Funds on behalf of
Payments to Local Health Departments would be drawn down using the Immediate Monthly
Draw Funding Technique. However, Federal Funds on behalf of Payments to Local Health
Departments were being drawn down using the Fixed Administrative Allowances — Biweekly
Payroll Funding Technique. On June 14, 2002, DHMH certified the accuracy of a clearance
pattern that they are not adhering to.

Criteria:

31 CFR 205.7A states, “We or a State may amend a Treasury-State agreement at any time if both
we and the State agree in writing.”

31 CFR 205.7C states, in part, “We and a State must amend a Treasury-State agreement as
needed to change or clarify its language when the terms of the existing agreement are either no
longer correct or no longer applicable. A State must notify us in writing within 30 days of the
time the State becomes aware of a change, describing the Federal assistance program change.
The notification must include a proposed amendment for our review and a current list of all
programs included in the Treasury-State agreement. Amendments may address, but are not
limited to:

(1) Additions or deletions of Federal assistance programs subject to this subpart A;
(2) Changes in funding techniques; and
(3) Changes in clearance patterns.”
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-22 (continued)
Cause:

DHMH decided to use a different funding technique to reimburse the Local Health Departments.
DHMH did not make the appropriate request for this change of the Secretary of the Treasurer-
United States Department of the Treasury.

Effect:

DHMH is not complying with the terms defined in the CMIA agreement in regards to payments
to Local Health Departments.

Recommendation:

We recommend that DHMH follow up with the State Treasurer of Maryland to ensure the
appropriate amendment is made to the CMIA agreement in regards to the methodology of
reimbursing Local Health Departments.

Auditee Response and Corrective Action Plan:

The Department has requested that the Treasurer’s Office remove the Grants to Local Health
Department component from the CMIA agreement. This component is unnecessary and is not
used because grants to local health departments are funded by Medicaid’s Administrative Cost
Grant which is drawn using the Biweekly Payroll Funding Technique.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-23

Department of Health and Mental Hygiene (DHMH)
Medicaid Cluster
CFDA No. 93.778 — Medical Assistance Program

Internal control weakness over Financial Reporting Process.
Condition:

We selected two of the PMS-272 Quarterly Cash Transactions Reports for testing and noted that
there was no audit evidence of a supervisory review and approval prior to submission to the
Center of Medicare and Medicaid (CMS) Payment Management System (PMS). We also noted
that the reports’ accuracy was certified by an official who did not review the report before
submission.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provides reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its Federal programs.”

Cause:

The DHMH does not have adequate internal control procedures over the review and submission
of the PMS-272 reports.

Effect:

There is no assurance that the PMS-272 reports submitted are reviewed and approved prior to
submission.

Recommendation:

We recommend that the DHMH establish proper internal control procedures to ensure a
supervisor reviews and approves the PMS-272 reports prior to submission to the Payment
Management System.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-23 (continued)
Auditee Response and Corrective Action Plan:

With regard to the Title XIX and XXI components of the PMS-272 (Payment Management
System), supervisory personnel within the Office of Planning and Finance, Medical Care
Programs, have consistently reviewed and approved the reconciliation prior to forwarding to the
Division of General Accounting. In response to this audit issue, the reviewing, supervisory
personnel will sign and date each completed review.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-24

Department of Health and Mental Hygiene
Medicaid Cluster
CFDA No. 93.778 — Medicaid Assistance Program

Internal control weakness over the eligibility determination process for medical assistance
benefits.

Condition:

On July 1, 1985 the Maryland State Department of Health and Mental Hygiene (DHMH) entered
into an agreement with the Maryland State Department of Human Resources (DHR). DHR
agreed to determine eligibility for Medical Assistance on a uniform20.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-24 (continued)

We also reviewed 40 medical assistance cases where redeterminations were due during the fiscal
year ended June 30, 2004. We noted that 18 of the 40 cases (45%) lacked one or more of the
required documentation or verification or was not processed within the required timeframe to
determine eligibility. We reviewed the applicant’s case files and noted the following:

« For 1 of the 40 cases the recipient did not provide a social security number.

- For 7 of the 40 cases the applicant’s income was not verified.

- For 12 of the 40 cases the applicant’s resources were not verified.

» For 5 of the 40 cases the application was not processed within the required timeframe.

- For 15 of the 40 cases the case file did not contain the documentation to support the
agency’s decision.

- For 13 of the 40 cases we were unable to determine whether the applicant’s benefit
payment was calculated properly.

- For 15 for the 40 cases the case files did not contain the necessary documentation to
properly support the eligibility determination decisions, thus, we could not determine
whether the applicants should have been eligible or ineligible for medical assistance
benefits during fiscal year 2004.

This is a repeat finding from the Fiscal Year Ended June 30, 2003 Single Audit Report finding
number 2003-7.

Criteria:
42 CFR 435.907 (a) states, “The agency must require a written application from the applicant, an
authorized representative, or, if the applicant is incompetent or incapacitated, someone acting

responsibly for the applicant.”

42 CFR 435.910 (a) states, “The agency must require, as a condition of eligibility that each
individual (including ch
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-24 (continued)

42 CFR 435.948 (a) states, “Except as provided in paragraphs (d), (e), and (f) of this section, the
agency must request information from the sources specified in this paragraph for verifying
Medicaid eligibility and the correct amount of medical assistance payments for each applicant
(unless obviously ineligible on the face of his or her application) and recipient. The agency must
request—

(1) State wage information maintained by the SWICA during the application period and at
least on a quarterly basis.

(6) Any additional income, resource, or eligibility information relevant to determinations
concerning eligibility or correct amount of medical assistance payments available from
agencies in the State or other States administering the following programs as provided in
the agency’s State plan:

(i) AFDC

(i) Medicaid;

(iii) State-administered supplementary payment programs under Section 1616(a) of the
Act;

(iv) SWICA;

(v) Unemployment compensation;

(vi) Food stamps; and

(vii) Any State program administered under a plan approved under Title | (assistance to
the aged), X (aid to the blind), X1V (aid to the permanently and totally disabled), or
XVI (aid to the aged, blind, and disabled in Puerto Rico, Guam, and the Virgin
Islands) of the Act.”

42 CFR 435.913 (a) states, “The agency must include in each applicant’s case record facts to
support the agency’s decision on his application.”

42 CFR 435.911 (a) states, “The agency must establish time standards for determining eligibility
and inform the applicant of what they
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-24 (continued)

Effect:
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-25

Department of Health and Mental Hygiene (DHMH)
Medicaid Cluster
CFDA No. 93.778 — Medical Assistance Program

The Department of Health and Mental Hygiene did not maintain audit evidence verifying
that subrecipients were not suspended or debarred.

Condition:

We reviewed 12 contract files between the Department of Health and Mental Hygiene and the
contractor/subrecipient to ensure that the suspended and debarred certifications were obtained in
accordance with the provisions of OMB Circular A-102 and other procurement requirements
specific to an award. We noted that 3 out of the 12 contracts made to subrecipients did not have
suspension and debarment certifications verifying that the entity is not suspended or debarred.

Criteria:

OMB Circular A-102 (d) states, “Debarment and Suspension. Federal agencies shall not award
assistance to applicants that are debarred or suspended, or otherwise excluded from or ineligible
for participation in federal assistance programs under Executive Order 12549. Agencies shall
establish procedures for the effective use of the List of Parties Excluded from Federal
Procurement or Nonprocurement programs to assure that they do not award assistance to listed
parties in violation of the Executive Order. Agencies shall also establish procedures to provide
for effective use and/or dissemination of the list to assure that their grantees and subgrantees
(including contractors) at any tier do not make awards in violation of the nonprocurement
debarment and suspension common rule.”

Cause:

DHMH personnel were unaware that they had to obtain suspended or debarred certifications
from entities that had subawards.

Effect:

Contracts between DHMH and subrecipients were made without proper suspension and
debarment reviews. DHMH made contracts with subrecipients who could potentially be
suspended and debarred.
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Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2004-25 (continued)
Recommendation:

We recommend that DHMH adhere to the provisions of OMB Circular A-102 and obtain and
maintain suspension and debarment certifications for all covered contracts and subawards.

Auditee Response and Corrective Action Plan:

The Department is in agreement with this finding. The Department will modify its standard
Memorandum of Understanding language to include the requirements of Circular A-102(d),
“Debarment and Suspension. Federal agen